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MADAGASCAR KEY ECONOMIC INDICATORS 
All Values in US$ Million Avg Exchange Rate: 
and represent period averages 1983: $1.00-450 FMG 
unless otherwise indicated 1984: fon FMG 


1985: $1.00-650 FMG 


% Change Estimate 
1983 1984 1983-84 1985 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 3,015.1** 2,494.2 2,409.2 
GDP at Constant (1970) Prices 620.9 465.4 407.8 
GDP at Constant (1983) Prices 3,015.1 2,260.5 1,984.6 
Per Capita GDP at Current Prices (in $) 318.8 256.5 240.1 
Plant & Equipment Investment: Current 396. 8** 284.9 
Indices: Indus. Production (1970-100) 84, 5** 82.8 
Avg Labor Productivity (1974-100) 100.8 100.2 
Avg Industrial Wage (1974-100) 197.2 216.9(Jan) 
Labor Force 4,650,000 4,785,000 
Avg Unemployment (Number registered) 63,100 62,900 
Prod.: Rice (paddy} (Metric Tons) 2,147,000 2,131,000 
Coffee, green (Metric Tons) 80,880 79,680 
Cotton (Metric Tons) 26, 343 32,500 
Cloves (Metric Tons) 4,230** 13,000 
Sisal (Metric Tons) 18,800** 19,510 
Vanilla (Metric Tons) 1,042 1,081 
Sugar (Metric Tons) 96,459 73,377 
Graphite (Metric Tons) 13,496 14,232 
Chromite (Metric Tons) 42,920 68,604 70,000 
Cement (Metric Tons) 36,237 36,580 46,000 
Textiles (1000 Meters) 76,040** 68,583 -9.8 80,000 
Paper, finished (Metric Tons) 6,341 6,381 +0.6 6,400 
Refined Petroleum Products (cu.meters) 222,337 65,052 -70.7 ~ 
Electricity Production (1000 Kwh) 360,186 364,457 +1.2 370,000 
MONEY AND PRICES 
Money Supply (M2-Broad Money) 670.4 517.4 +4,.8 455.4 
Interest Rates: Com'l Bank Med. Term (6-24 mos) 14.5% 14.5% - - 
Cost of Living Indices: 
Traditional (July 1972-100) 476.6(Dec.) 532.6(Dec.)  +11.7 585.0 


Modern (July 1972-100) 428.5(Dec.) 481.1(Dec.)  +12.3 528.0 
BALANCE OF PAYMENTS AND TRADE 


Foreign Exchange Reserves ~ - - 
External Public Debt 1,530.9 1,600.5 +6.5 1,700.0 
Annual Debt Service 50.6 37.6 +0.9 53.7 
External Current Account Balance -625.4 -238.1(Est.) 
Exports, F.0.B. (Merchandise only) 310.8 322.9 +41.1 

U.S. Share (F.A.S.) 70.7 Then +0.9 
Imports, F.O.B. (Merchandise only) 478.3 380.9 +8.1 

U.S. Share (F.A.S.) 22.3 38.7 +73.5 
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Main Exports to U.S. (1984)-(Value in Million US$): Vanilla beans, 38.9; Crude coffee, 13.3: 
Sugar, 6.9; cloves, 3.3; Oils, distilled or essential, 1.7; Graphite, 1.5. Main Imports from U.S. 
(1984)-(Value in Million US$): Parts for oil and gas drilling field machines, 15.9; Rice, 9.7; Soy 
oil, 2.4; Measuring and Controlling Instruments, 2.1; Car and Truck parts, 1.0; Non-fat dry milk 


a for relief, 0.8; Radio navigation equipment, 0.7; Civil aircraft parts, 0.7; Wheat flour, 


* Percent Changes based on Malagasy Francs (FMG) values and not on Dollar equivalent. 
** Revised. 
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I. SUMMARY 


Current efforts of the Malagasy Government (GDRM) to improve 
economic conditions have focused on the continuing balance of 
payments crisis and the concomitant problem of lack of 

productivity. Agricultural and industrial production have stagnated 
over the past few years, due in large part to the country's 
inability to finance the import of raw materials, spare parts, 
machinery, and other necessary inputs. Also inhibiting production is 
the deterioration of the once-healthy infrastructure. Irrigation 
systems are broken down, port facilities are in disrepair, and the 
deplorable state of the transportation network makes the development 
of industry and agriculture and the subsequent marketing of 
production extremely difficult. Recent cyclone and flood damage has 
exacerbated this problem. Longstanding GDRM policies which failed 
to provide adequate production incentives and which block the free 
interplay of market forces have also had a deleterious effect. 


The government has been addressing these problems on several 

fronts. First, its public investment program (PIP) for 1983-85 
places a heavy emphasis on developing agriculture, particularly 
rice, cotton, coffee, and sugar and on rehabilitating existing 
infrastructure. Second, it has instituted a series of reforms aimed 
at restoring production incentives in the private sector, 
streamlining the system of allocating foreign exchange for imports 
which support the PIP and for export industries, eliminating 
agricultural subsidies, and reducing government expenditure in 
general. Third, it has cooperated closely with the IMF, the World 


Bank, and major trading partners in an effort to improve its balance 
of payments situation. 


There has also been renewed interest on the part of the GDRM in 
encouraging foreign investment in Madagascar. One American oil 
company (AMOCO) began drilling operations on the island in the fall 
of 1984; two others (Mobil and Occidental Petroleum) are expected to 
commence independent drilling operations in late 1985. The GRDM is 
actively seeking additional investment and/or export markets for its 
minerals and other commodities. 


Despite the fact that foreign exchange shortages and restrictions on 
external credit preclude a short-term expansion in overall imports, 
a slight increase in the volume of agricultural imports and the 
replacement of equipment in the transit and industrial sectors may 
be possible. American exporters have much to offer in these areas, 
and the Malagasy are receptive to the idea of diversifying their 
suppliers. A greater U.S. share of the Malagasy market will 
therefore depend on aggressive sales promotion efforts, in French if 
possible, by American companies. 


pret COPY AVAILABLE 
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II. BACKGROUND 


Madagascar is an island country more than twice the size of Great 
Britain. Some 9.5 million people inhabit its 592,000 square 
kilimeters of territory, approximately 16 persons per square 
kilometer. 


Cool central highlands and tropial coastal regions combine with 
varying soil conditions to allow for a rich diversity of 
agriculture. Including fisheries and forests, the agricultural 
sector employs 88 percent of the country's labor force, generates 
roughly 40 percent of the GDP, and earns about 80 percent of the 
country's export receipts. Rice is the most important staple food, 
with some 70 percent of the population involved in its cultivation. 
The three major export crops are coffee, vanilla, and cloves. 


The country is moderately rich in minerals as well as heavy oil and 
tar sands deposits. Important mineral exports are chromite, 
graphite, and mica. Only 20 percent of the country remains 
forested, and this is threatened by the widespread use of wood for 
fuel and by traditional slash and burn cultivation methods. A 
largely untapped network of rivers offers great potential for 
irrigation and hydroelectric projects. 


Madagascar's inability to exploit these assets adequately has 
resulted in an overall decline in economic conditions during the 
past decade. Although depressed world markets for Malagasy exports 
combined with the high cost of imported goods can explain part of 


this problem, domestic economic policies clearly exacerbated the 
situation. In the late 1970's the government contracted huge debts 
to finance social services sector and large agro-industrial 
projects, which were inefficiently run and of questionable short or 
medium term economic value. In addition, the public sector spent 
far more than treasury receipts allowed to finance job creation or 
nationalization of private companies, and subsidies for existing 
state-owned businesses. 


Urban dwellers and consumers continue to be favored in terms of 
economic opportunities and having their taste in goods satisfied as 
the expense of rural farmers. This prejudice toward the urban area 
has caused a migration to the capital which has already over 
extended its capacity to provide services. Unable to accommodate 
this influx, the city has reached new heights of unemployment. 
Additionally, housing is inadequate as well as scarce and there has 
been an increase of malnutrition. The overburdening of resources 
combined with stagnant production and import restrictions on 
necessities such as medicines and machinery spare parts has had a 
depressing effect on living standards and conditions not only in the 
capital, but also throughout the entire country. 





Nonetheless, the government has been able to stem the resultant 
rapid economic decline of the early 1980's through the 
implementation of the policies mentioned above (page 3, paragraph 
2). The decline in GDP of the past few years has for the moment 
been reversed (-9.1 percent in 1981, -.1 in 1982, +1.9 in 1983 and 
+1.8 in 1984), and the inflation rate has been somewhat reduced; 
absolute decline in economic activity has been replaced by 
Stagnation. Further deterioration of the economy can be lessened if 
the government continues cooperation with the IMF and World Bank in 
implementing economic reforms and if the infrastructure, 
particularly, the primary and secondary roads, is repaired. This 
country has received over $200 million in donor assistance for road 
repair and transporters are presently benefiting from the improved 
conditions in several parts of the country. 


III. CURRENT ECONOMIC SITUATION AND TRENDS 


A. Domestic Food and Cash Crops 


Agriculture is by far the most important sector of the Malagasy 
economy, and rice is the most important crop within that sector. It 
is grown on about 50 percent of the permanently cultivated land in 
the country, 70-80 percent of which are family-run fields. The 
large officially-promoted rice projects of the late 1970's and early 
1980's were unable to meet the demand of the growing population. 
This, combined with the problems of a deteriorating infrastructure, 
low producer prices and failure to use adequate fertilizers make 
Madagascar a net importer of rice instead of a net exporter as it 
was in former times. In response to this problem, the government 
raised the producer price ceiling on rice by a factor of four in 
1983-84. The government has also relinquished its monopoly on the 
collection and the wholesale distribution of rice. 


The government's goal is self-sufficiency in food with priority for 
grains and oil seeds. Consequently, the producer prices of other 
major crops such as peanuts (for edible oil), sugar, and cotton have 
also been permitted to increase substantially to enhance 

production. It seems certain, however, that rice imports will 
continue to be necessary, as will imports of edible oils, wheat for 
the recently completed wheat mill, and cotton for its raw 
material-starved textile industry. 





B. Food and Agricultural Exports 


Coffee, vanilla and cloves make up the bulk of Madagascar's food 
exports. Fish, particularly shrimp, are Madagascar's fourth largest 
export. Cattle, once an impressive export, now is only marginally 
important. Nonetheless, the potential for beef being an important 
export remains. Government policy in recent years actually 
discouraged beef exports, since the ten million head of cattle have, 
along with rice, provided the main ingredient in the national food 
supply. The government is relaxing official controls in the fish 
and livestock sectors and in agriculture in general and is devoting 
a greater portion of its internal resources and outside assistance 
toward development in these areas. 


Madagascar's dependence on its three traditional food exports 
(vanilla, cloves and coffee) leaves it vulnerable to the wildly 
fluctuating world demand for those commodities. Even though cloves 
were at the peak of their 3-4 year production cycle, they fell from 
a 23 percent share of total export value in 1982 to an 11.9 percent 
share in 1984, in large part because of an Indonesian decision to 
purchase cloves domestically as well as from other foreign 
countries. Coffee provided 43 percent of total export value in 
1984, but both prices and volumes are expected to remain relatively 
low because of low world demand and because Madagascar's quota in 
the International Coffee Organization has been reduced due to a 
failure to meet earlier quotas. Vanilla, which represented 17 
percent of the total export value in 1984, continue to recover from 
its 1979-81 lows as there was a renewed consumer preference for 
natural over synthetic vanilla. 


C. Minerals 


Exports from the mineral sector make up less than 5 percent of total 
export revenue, but the bulk of the country's mineral wealth has yet 
to be exploited. Graphite, chromite, and mica generally account for 
about 90 percent of the income from the minerals which are 

exported. Chromite was once the leader of the thee, but with 
increasing demand for a more finished product like ferrochrome, 
sales of this mineral have dropped from 109,000 tons in 1979 to 
96,700 tons in 1984. Demand for graphite has likewise been slack, 
with mica running a very poor third due to synthetic competition. 
Other minerals offering good commercial potential are nickel, 
bauxite, iron, coal, ilmenite, and uranium. Semi-precious and 
Ornamental stones such as beryl (aquamarine), tourmaline, amethyst, 
citrine, rose and smoked quartz are also exported in small 
quantities. The government is seeking foreign investors to enhance 
production and exportation of these minerals. 





D. External Accounts 


Madagascar's external public debt reached over 1.6 billion dollars 
in 1984, and it is unlikely that the country will be able to reduce 
its arrears at any time in the near future. The external current 
account balance in 1984 was approximately 10 percent of GDP, 
significantly less than it has been in recent years. 


Malagasy finance officials have expended considerable effort in 
obtaining new bilateral and multilateral financial assistance and in 
rescheduling debts. A series of agreements with the IMF has enabled 
Madagascar to make significant reductions in its debt service 
payments. Indeed, annual debt service decreased from $166 million 
in 1982 to $38 million in 1984. However, in 1985 the annual debt 
service will increase to $54 million, $25 million of which is in 
interest payments. This increase is the result of recent Paris Club 
debt rescheduling which will, in effect, give Madagascar a chance to 
focus on internal economic and management reforms which the 
government has already begun to implement. Madagascar is on the way 
to reintroducing equilibrium to its balance of payments; as it does 
so, Madagascar will continue to gain credit trustworthiness with the 
major lending institutions such as the IMF and the World Bank. 


E. Economic Management and Investment Incentives 


Madagascar's public investment program for 1983-85 is coming to a 
close. The program targeted 33 percent of investment into 
agriculture, 16 percent into mining, energy, and water, 23 percent 
into industry, 19 percent into transportation and communications and 
9 percent into the social sector. Emphasis has been on 
rehabilitation of existing capacity rather than launching new 
projects. In supporting the goal of food self-sufficiency, priority 
will be given to improving the collection and distribution system, 
including the rehabilitation of badly deteriorated agricultural 
roads and other infrastructure. 


In addition to liberalization of prices and encouragement of private 
initiative, other important elements of Madagascar's economic 
program are: 


--Reestablishment of small-scale agricultural credit for individual 
farmers; 


--Raising interest rates payable on time deposits by 2.5 percent to 
increase domestic savings; 





--Launching a national bond issue to finance investment in the rice 
sector; 


--Tightening ceilings on domestic credit growth; 
--Reducing the government budget deficit; 


--Implementing a system for making a portion of foreign exchange 
earnings automatically available to importing firms to assure access 
to priority imports. 


In June of 1985, the government announced the adoption of a new 
investment code. According to the drafters of the code, its aim is 
to attract foreign investors and to expand the role of the private 
sector in the Malagasy economy. One feature of the Code which will 
prove interesting to foreign investors is that it allows for private 
participation at the government's initiative in economic activity 
otherwise pre-empted by the public sector, i.e. energy matters, 
banking, insurance, mining, and others . Likewise, it guarantees 
the equal treatment of foreign investors and national investors; 
compensation for nationalization of property; and transferability of 
dividends in foreign currency upon assignment or liquidation of 
business if the investment was in foreign currency, as well as 
certain tax and customs benefits. In addition to the new Investment 
Code, the government has adopted a new Mining Code and has announced 


its intention to liberalize import-export procedures and open up 
more areas of the economy to the private sector. It is believed 
that the import-export sector will become more private as the 
government is soon expected to relinquish its interest in two major 
import/export concerns it previously nationalized. 


Yet, there are problems to be overcome. Industry operates below 
capacity, largely because of severe raw materials shortages and lack 
of imported spare parts, which has also resulted in more than 
one-half of the vehicle fleet being immobilized. High interest 
rates make it very difficult for small businesses to obtain much 
needed financing. There is also limited scope for increase in 
government revenues without endangering the revitalization effort; 
indeed, the government will offer a program for industrial tax 
relief in the near future which may offset recent gains in tax 
revenue. In addition, difficulties in certain critical aspects of 
the economy could seriously impair any revitalization; after a fire 
in August 1983 disabled the petroleum refinery in Tamatave, for 


example, refined petroleum production fell by 84 percent from 1982 
to 1984. 





IV. IMPLICATIONS FOR THE U.S. 


As Madagascar grapples with its debt and balance of payments 
problems, prospects for the short-run expansion of U.S. exports will 
be limited, despite the overall improvement in bilateral relations 
between the two countries. Exporters with the best chances of 
success will be firms providing oil drilling and related equipment 
(imports of which increased dramatically from almost nothing in 1982 
to $15.9 million in 1984), agricultural equipment and accessories 
(particularly hand implements), road construction, mining and civil 
engineering equipment, trucks and heavy-duty vehicles, aircraft and 
air traffic control equipment, insecticides, fertilizer, essential 
pharmaceuticals, and hospital supplies. Spare parts from companies 
which have been past exporters to Madagascar will also be needed. 
This country shows great potential in the area of hydroelectricity 
because of its high level of rainfall and numerous mountains. 

Should the government proceed in this area, U.S. exporters could 


possibly be successful in providing the necessary equipment and 
services. 


The U.S. trade position in Madagascar could improve markedly if 
American oil companies find exploitable petroleum deposits, which 
seems quite possible. Beyond that, aggressive sales promotion-in 
French as much as possible-will be essential for any company 
interested in making further inroads into the Malagasy market. 


B. Private Investment 


U.S. investment in Madagascar is minimal at present, although the 
oil exploration efforts of Amoco, Mobil, and Occidental Petroleum 
have been significant and are likely to lead to a fairly substantial 
level of U.S. investment in Madagascar in the foreseeable future. 

In addition to the petroleum companies, the N-ReN Corp. of 
Cincinnati, through its Bahama-based international operations, owns 


25 percent of the equity in a recently-inaugurated fertilizer plant 
in Tamatave. 


After years of emphasizing self-sufficiency and setting up obstacles 
to foreign private investment in Madagascar, the GDRM is 
increasingly viewing such outside help as an essential condition for 
renewed economic growth. As the recent arrival of U.S. oil 
companies demonstrates, American companies whose interests are 





compatible with Madagascar's investment priorities are especially 
welcome. Mining companies are high on the list of those being 
sought by Madagascar. 


Majority government control in industries of major economic 
importance is still an essential tenet of Madagascar's investment 
policies. These policies have been formulated in a series of vague 
laws and proclamations, but it is hoped that the new Investment Code 
will clarify their status and afford greater opportunity for 
American investment on the island. 
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Wouldn’t it be nice to have a 
Washington staff to keep you 
up-to-date on all you need to 
know to steer your exporting 
business on the fast track to 
success? 

Have the next best thing. Have 
BUSINESS AMERICA, our 
biweekly business magazine 
designed especially for firms like 
yours—American exporters who 


Your Staff in 


want to grow, and American 
businesses ready to enter the 
lucrative world of exporting. 
BUSINESS AMERICA is 
more than a magazine. It’s 
virtually an exporter’s service. 
We give you country-by-coun- 
try marketing reports, incisive 
economic analysis, worldwide 
trade leads, advance notice of 
planned exhibitions of U.S. prod- 
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ucts worldwide, and success sto- 
ries of firms like yours. We'll 
keep you posted on what’s hap- 
pening in government and on 
Capitol Hill that could affect 
your business and your profits. 
A subscription to BUSINESS 
AMERICA will put our export- 
ing experts at your fingertips— 
we give the phone numbers of 
our authors in every issue so you 


Mail to: Superintendent of Documents, U.S. Government Printing Office, 
Washington, D.C. 20402 


(1Yes! 


Name 
Organization 
Address 
City 


_DOC/BAI 


I want to put BUSINESS AMERICA to work for me. Send me the 
next 26 issues (one year) for only $57 ($71.25 foreign). 
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can call with your specific ques- 
tions, and get the answers you 
need to make savvy exporting 
decisions. 


Put BUSINESS AMERICA to 
work for you. Use the order form 
below to start your subscription 
today. 


U.S. DEPARTMENT OF COMMERCE 
International Trade Administration 


WARMER 


Here’s my check made out to the Super- 
intendent of Documents. 


LJ Charge my VISA or MasterCard No. 
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(Signature) 





You might be, if you don’t have current, up-to-date in- 

ARE formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 

YOU Trends and their Implications for the United States 
offer country-by-country reports with the information 


EXPORTING | ovens Basineoe Reports ors 
BLINDFOLDED? bring you detailed eine aman eae and 


investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 
information on: 


@ trade patterns @ transportation 

@ industry trends ® trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 
twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 
@ is prepared on the scene by U.S. Foreign Service 
and Foreign Commercial Service experts 
@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 
@ describes the principal influence of current condi- 
tions and future trends on the economy 


Use the order form below to start your subscription to 
both series today. 
U.S. Department of Commerce e International Trade Administration 
Ey Go So NE StS PES SS SS SS SS 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 
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MasterCard at 
Expiration Date 
Order No. Month/Year eBBe 


Enter my subscription to: (] Overseas Business Reports at $29 per year ($36.25 overseas) For Office Use Only 
0) Foreign Economic Trends at $66 ($82.50 overseas) Quantity Charges 
Company Name Enclosed 
To be mailed 
Subscriptions 


Indiidual’s Name—First Last 
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: Postage 
Street address Foreign handling 
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